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Exec_utive Summary

New Mexico has provided
was adopted in 2002, The

tax incenﬁv_és to film production-s'si-nce the film production tax credit
Program has attracteq more than 115 major film productions to New

Mexic_o since its adoption in 2002, including 22 films that were assisted through the State
Investment Council's loan parﬁcipation Program. In 2007, 30 films were:prod_uced in New
Mexico generating $253 million of Spending béneﬁﬁng the New Mexico economy and generating
higher state ang local tax collections. This study presents the estimated economic and fiscal

impact of the film production tax credit program,

- Film-related Capital expenditures ang projected film to
ctions generated an esti

Film production expenditures in.2007
credits to be paid in 2008

addition to the film Spending, New Mexico's economy also benefits from’ capitaj investment
to support the fiim industry’s growth in the state ang additionaj film-related tourism.

urism spending aﬂﬁbutab!e to 2007
produ imated 3,769 direct jobs and 1,612 indirect jobs, resulting in
5,380 tota] jobs attributable to Capital expendityres and film tourism, '

Ctions. State tax collections resulting from film productipn activities
in 2007 totaled $22.6 million. . Additional state tax impacts from capital expendifures in 2007

and film tourism during 2008-2011 are estimated to totg] $21.5 million in 2007 dollars,
resulting in a total state tax impact of $44.1 million, _ :

qualified for $49.4 mittion of state fiim production tax
- Expressed in 2007 dollars, these ﬁlm.credits total $47.1- million..
Based on the 2007 value of present ang future year tax receipts and the 2007 value of state
film production tax credits, the program earms $0.94 in additiona tax revenue for each $1.00
that is paid out in incentives, Loca) governments in New Mexico earn $0.56 for each dollar
of state credits, resulting in combinegq state and loca tax collections of $1.50 for each $1.00

of state credits,



introduction

The benefits of New Mexico’s film production tax credit program extend beyond the direct and
indirect economie impacts of fiim Production activities qualifying for tax credits. In addition to the
film spending, New Mexico's economy also benefits from capital investment o ‘Support the film

industry’s growth in the state ang additional film-related tourism.

New Mexico taxes. Payments 1o employees and contractors who are taxed as non-residents
] ifies for the current 25% film

and more than four times the number that were shot in 2003, Of the 30 films shots in 2007 were
nominated films “No Country for Oid Men”, “3:10 to Yuma,” and “Wilg



has been increased, both the number of films qualifying for the film tax credit and total spending
have increaseq significantly. In terms of tota Spending, when the Credit rate was increased
from 15% to 20 in 2005, totay estimated Spending rose from $24 mitlion to $144 mitlion. Inthe
following year, when the rate was increased to 25%, total film Spending increased to an
estimated $223 million, a 559 increase from the prior year,

Figure 1: Number of Films Participatfng in the Credit Progi’am, 2003-2007




Figuré 2: Annual Film Production Spending by Fiim Productions Participating in the
B Film Production tax Credit Program, 2003-2007

*Non-Rebatable Spending .
#Rebateable Spending :

$223
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Empioyment in the film production industry has also increased significantly since the inception
of the film production tax credit program. The U.S, Bureau of Labor Statistics (BLS) publishes
an estimate of the employment in the New Mexico film and video production industry based on
the number of employees and wages covered by the unemployment insurance program. While
data published by BLS does not fully Captu_re the contribution of film production activities on the
New Mexico labor force, it provides a useful starting. point from which to evaluate the total
employment contribution of film and video producﬂ_ons in New Mexico? As shown in Figure 3,

* While full and part-time employees are covered by the unemployment insurance program and therefore
included in the BLS estimates, contract employees (for which unemployment insurance contributions are -
not required) are not included in the BLS estimates. Because film productions employ many actors,
producers, directors, and employees who may work for production. companies or personal service
companies located in other states, the Bureay of Labor Statistics employment estimates understate the
total size of the labor force involved in New Mexico film productions. '



-Figure 3; Employment in New Mexico Film Production Businesses*

Source: Bureau of Labor Stafistics,
*Data for NAICS 512114

Quarterly Cansus of Employment and Wages
Film and Vides Froduction industries



Economic Impact of the Film Proddction Tax Credit Pfogram

This section presents estimates of the impact of the film
Mexico's economy and briefly describes the methodo_logy used to estimate the impacts. The

* Direct impacts: The direct impact is the employment, income, or saies associated with the
activity being modeled. These direct impacts include the spending by New Mexico fim
productions, studios investing in New Mexico, and tourists during their stay in New Mexico.

* indirect impact: The direct impacts described abave resuit in purchases of goods and
services from other New Mexico firms (suppliers), which create muttiplier effects as they are
repeated throughout the state economy. The indirect impacts result from expenditures
related to tangible property purchases as well as cantract {abor, business. services, and

“other sefvices provided by New Mexico firms.

» Induced impact: The wages paid to employees of film productions and firms that are
affected by film-related capital investment and tourism result in substantial induced
consumer spending. This spending generates additional economic activity as New Mexico's
retailers and service providers expand to meet the additional demand for goods and

services. To simplify the presentation of resuits, the indirect and induced impacts are

combined and described as indirect effects,”

Data Used in the Analysis

* Survey: A survey of New Mexico film industry employees and businesses was conducted in
the fall of 2008. The survey data was the primary source of wage information for below-the-
line employees and capital expenditure (construction and equipment spending) data, '

* Loan Program Data: Total qualified and non-qualified film production spending for 21 films
* that received New Mexico State Investment Council loans was compiled by the State Film



Office. information provided in the spending data includes the amount of total qualiﬁed
New Mexico spending, quaiified and non-qualified below-the-line labor spending, aggregate
éxpenditures on actors’, directors’ and producers’ salaries, and the number of principai

actors, directors, and producers for each film,

* Film Production Tax Credit Application Data: Total film budgets and tofal New Mexico
spending qualifying for the film tax credit was supplied.for e_ach year,

-Economic Impact of increased New Mexico Film Prodqbtion Activity

The film production tax credjt generated an estimated $253 million of fotal spending by 30 New
Mexico film productions in 2007. Examining total expenditures for 21 films that supplied.
complete budget information to the State Film Office and the State Investment Councii reveals

, Table 1 _
Quaiified and Non-Qualified New Mexico Fiim
Production Spending in 2007

Qualified Spending : $1987.7
Non-Qualified Spending: |

Non-qualified below-the-line spending $20.3
Director and producer compensation $34.9

Total New Mexico Spen ding $252.8

Source: EY estimates based on State In vesiment Council
loan program data o : -

The film spending and survey data provided by the State Film Office was used fo calibrate a
model of the New Mexico economy supplied by Minnesota IMPLAN Group. These data show
the average earnings of below-the-line employees (stage Crew) to be $45 500 while actors,
directors, producers and other employees and contractors working on film productions eam
significantly more, bringing the total average compensation to $82,400 and output (production
spending) per worker to be nearly $114,000. This implies that 72% of the cost of production for



The economic model of the State of New Mexico was adjusted to reflect the average
compensation and output of workers described above. The adjusted model was then used 1o -
estimate the total personal income, including employee compensation, proprietor's earnings,
and other property-type income (payments to capital). Based on the fim spending data
supplied by the State Film Office and the adjusted state economic model, the direct personal
income impact of film productions in New MeXicoduring 2007 was nearly $203 million.

The direct impacts of New Mexico film productions, shown in Table 2, were Used as inputs to
the adjusted state economic model. As shown in Table 2, the IMPLAN model estimates that
direct fiim production expenditures of $253 million created an additional $166 million in indirect
economic output, resulting in an estimated total of $418 million of economic output attributable

to film production activities in 2007.2

Direct employment of 2,220 workers by film productions in New Mexico indirectly created an
estimated 1,609 additional employees in other sectors of the economy, totaling more than 3,800
total employees in 2007. Based on the estimated indirect output and employment from New
Mexico film productions, an estimated $85 million of indirect personal income was created from
film production activities in 2007; total direct and indirect incame was $288 million.

Table 2 _
Economic Impact of Film Production Activities in 2007
Fiim Production Activities Direct Indirect : - Total
Output ($mil) $252.8 $165.5 $418.3
Income {$mif) $202.9 $85.0 $287.9
Employm_ent 2,220 1,608 3,829

Impact of Film-Related Capital Expenditures in 2007

Capital expenditures related to the expansion of film industry infrastructure in New Mexico
totaled $115 million in 2007. Of this amount, $103 million was spent on construction while the

’ remaining $12 million was spent on equipment purchases. The capital expenditure estimate is
based on survey responses by New Mexico businesses that indicated they had expanded their
businesses due to the increase in New Mexico film production activity assumed to result from
the continued support of the film tax credit_prcjgr_am.4 The $100 million Albuquerque Studios -
accounts for more than 85% of total capital expenditures in 2007. '

As shown in the first column of Table 3, the construction and equipment expenditures described
above generated $42 miilion of direct personal income and 930 direct jobs in 2007. Including

¥The ratio of the total impact to the direct impact is referred to as the economic multiplier. For autput, the
- multiplieris 1,65. In other words, one direct jobin the film praduction industry creates 0.65 additional jobs

{indirect and induced) for a total of 1.65 new jobs.

4 :The survey was conducted by the State Film Office In the fall of 2008,



indirect and induced economic im

pacts, the total economic impact of capital expenditures in -
2007 was an estimated $188 mili

on of economic output, $76 million of personal income, and

1,553 jobs.
Table 3 _ ‘
Impact of Capital Investments in Studios and Equipment
Capital Investment Impacts Direct Indirect Total
Output ($Millions) ‘ $115.1 5733 $188.3
Income ($Miltions) - $418 $338 $75.6
Employment ' 930

623 1,553 -



The Impact of Film_:T ourism Spending in New Mexico

Tourism bureaus in other states and countries have reported increases in tourism after the
release of a film or television series that was filmed in their jurisdiction, A study recently
completed for the New Mexico Tourism Department presents the results of a survey of New
Mexico tourists conducted in November 2008 that shows fiims and television shows shot in New
Mexico have a significant impact on tourism in the state.’ The survey indicates that total trips to
New Mexico by tourists increased by 4.3% due to visitors' familiarity with films produced in New
Mexico and that the length of the average tourist's stay in New Mexico increased by 1.2% due
to interest in seeing locations where movies were filmed or other film-related attractions.
Combining the effects of the increased number of tourists and the increased length of visits to
New Mexico, film-reiated tourism accounted for an estimated 5.5% of total New Mexico tourism -

expenditures in 2008, -

Because film tourism in 2008 was the result of films that were shot in New Mexico every year
prior to 2008, the impact of 2008 film tourism cannot be attributed entirely to films that were
produced in New Mexico during a single year. To account for the delay between the time a film
is produced and the impact of that fim on film tourism, the survey provides information about
which films tourists recalied seeing. The responses show that 84% of survey respondents had
seen films that were released in 2007 or 2008, F iims produced in New Mexico during 2007 and
2008 include “No Country for Old Men,” “Indiana Jones and the Kingdom of the Crystal Skuii,"
“3:10to Yuma,” and “Wild Hogs.” The other 16% of respondents indicated that they had seen

films that were produced prior to 2007.

Based on the delay between the year in which films are produced in New Mexico and
subsequently generate tourism, the analysis assumes that film production expenditures in 2007
first generate tourism spending in 2008. In 2008, films produced in 2007 are assumed to have

~ less of an impact on tourism, 75% of their first-year impact. In 2010, fiims preduced in 2007 are
assumed to have only 50% of their first-year impact and by 2011, those films are assumed to
have only 25% of their first year impact. The estimates also assume that after four years, films

have no impact on film tourism.

2011. Line A shows the annual spending on film productions based on Figure 2, assuming that
the 2007 level of activity continues in 2008-2011. The annual amounts on Line A are added to
prior years to calculate cumulative spending shown in Line B. Line C shows the cumulative
impact of film spending, adjusted to remove a portion of spending from prior years foilowing the
same “decay” pattern described in the previous paragraph. This provides an annual estimate of
the film spending that is influencing tourism through 2011. Line D shows the expected pattern
for the influence or impact of 2007 film production activities on movie tourism in future years,
Line E presents the percentage of total cumulative film production expenditures that is assumed
pending in each future year (calculated as Line D divided by

- to have an impact on film tourism s
Line C). This percentage is multiplied by Line F, the estimated film tourism expenditures each

Table 4 shows the estimated impabt of films produced in 2007 on tourish expenditures in 2008-

® Southwest Planning & Marketing and CRC & Associates, “The Jmpac_t of Film Tourism on the State of New Mexico,”

December 2008,



year, 5.5% of total New Mexico tourism spending (held constant at the 2007 level). Line G
presents the impact of 2007 productions on film tourism spending in each year. The amounts
shown on line G are then discounted to 2007 at 5%. The sum of the discounted 2008-2011
incremental tourism spending estimates shown on Line G equals the value of the estimated fiim-
related tourism spending impacts of the 2007 film activities in New Mexico.® '

Table 4
Estimation of the Impact of Film Tourism from 2007 Film Productions ($mil)

2008/ 2007/ 2008/ 2009/ 2010/

Year of Film Production/ 2003/ 2004/ 2005/

Year of Tourism Spending R 2004 2005 2006 2007 2008 2009 2016 2011

A. NM Film Production Activity (Qualified and

Non-Qualified) - 2609 and 2010 estimated 329 - §24 $144 $223 | §253 $252 $252 3252

B. Cumuiative Total NM Film Production '

Activity . - $29 $53 $197 $420 $673 $924 31,178 $1,428

C. Cumulative Total NM Film Praduction

Activity Assuming Greater Impact from Recent .

Fi!ms*' $29 346 $176 $350 -§498 $589 $622 3629
$253 $1%0 3126 $63

D. 2007 Spending Affacting Film Tourism®**

E. % of Film Tourism Spending in Yéar
Resuiting from 2007 Film Productions (line O , . .
divided by line C) . 51% 32% 20% 10%

F. Total Annual Film Tourism Spending
Attributable to Recent Films (assumed to

remain constant fror 2008 level) $i61 $161 $161 $161

G. Film Tourism Spending lmpact from 2007

Productions™* (fine E times fine F} $82 $52 $33 $18

*Assurring 1-year lag between film production and film releass. ] ] -
*Assuming 100% of spending for films produced in the prior year affects tourism, 75% of spending for films produced two years

prior, 50% of spending for films produced 3 years prior, and 25% of spending for films praduced 4 years prior.
**Annual impacts are discounted at 5% to estimate the totai 2007 film activity impacts on future tourism spending. Discounted

tourism expenditurs is equivalent to $165.9 million of 2007 tourism expenditures.

Table 5 presents the estimated direct and indirect impacts of film tourism based on the
estimated $166 million in film tourism expenditures resuiting from 2007 production expenditures.
These tourism expenditures are estimated to generate $69.7 million in personal income and

d A key paramefer used in detarmining the impact of film production activity in 2007 on film related tourism
expenditures in later years is the ratio of film tourism spending during the current year to the value of film production
activity that occurred in the four prior years, adjusted to mars heavily discount spending that occurred in the earliest
years. Gaing forward, the ratio of additional film related tourism expenditures to film preduction expenditures could
decrease due fo increasing production expenditures or decreasing film-related tourism expenditures, if there is no
growth in total tourism spending or change in the percentage of tourism spending attributable to film tourism, as the
stack of film production expenditures increases in future years, the ratio of film tourism to film production expenditures
will decrease. The 2008 ratio of film-related taurism expenditures (3161 million) to cumulative adjusted film

" production spending {$498 million) was 32%:
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2,839 jobs. Including the direct and indirect film tourism impacts, the total personal income
~ impact of film tourism is $124 million and 3,827 jobs. :

Table 5 _

Economic Impact of Film Tourism
Film Tourism Spending Direct Indirect Total
Output ($mil) $165.9 $119.2 $2852
income ($mil) $69.7 $54.3 $124.0
Employment - 2,839 989 - .3,827

Total Economic Impact of the Film Production Tax Credit Program

As shown in the sections above, the film production tax credit program generates additional
jobs, income, and economic output in three areas: film production spending, capital investments
related to the film industry, and film tourism Spending. Table 6 beiow shows the total impact of
the film production tax credit program incorporating these three impacts.

Tabie 6
Total Impact of the Film Production Tax Credit Program
Total impact : Direct Indirect Total
Output ($mil) © - $5338 - $358.1 ~ $891.8
. Income ($mil) $314.4 31731 3487.5
Employment . 5,889 3,221 9,208

Fiscal Impacts of the Film Production Tax Credit Program

The economic activity created by film production spending, capital investment activities, and fiim
tourism generates significant state and local tax revenues. Except where noted, the New
Mexico state and local tax impacts were estimated based on the historical ratio of tax collections

to personal income.

Fiscal Impact of Film Production A ctivities

The fiscal impact of film production activity was estimated based on the estimated economic

“impact (measured by personal income) of film production activity and the ratios of tax collections
to personal income. Gross receipts and individual income taxes were estimated directly from
film production spending and income paid to employees of the film productions.

The direct state individuél income tax impact was estimated assuming that the personal income
of below-the-line employees would be taxed at the average ratio of individual income tax '
. collections to New Mexico personal income. Based on the average earnings of above-the-line
-empioyees, a marginal rate of 4.3% was applied to 75% of personal income assumed to be

subject to tax.

"



The direct state gross receipts tax (GRT) impact was estimated assuming that qualified New

Mexico film production expenditures on purchased goods and services (including payments to
“actors through a super loan-out arrangement) would be subject to the 5% state tax rate. The

Impacts further assume that the film production spending would not oceur in a tax increment

district.

As shown in Table 7 below, the estimated direct state tax impact of fim productions in 2007 was-
$16.4 million. Indirect taxes impacts account for an additional $6.1 million of estimated state tax
collections, resulting in $22.6 million of total state tax impacts. At the local level, an estimated
$6.8 million of direct local tax coliections and an estimated $2.8 million of indirect tax collections
were generated by film production activities, resulting in a total local tax impact of $9.6 million.

Total state and iocal taxes increased by $32.2 million.

Table 7
Estimated Fiscal Impact of Film Production Activities, 2007 ($mil)

. State Direct Indirect Total
Gross Receipts . %83 525 $9.3
Individual Income 94 1.8 7.2
Corporate Income 1.2 0.5 1.7
Other 3.1 1.3 4.3
Total State Taxes $16.4 $6.1 $225
Local Direct Indirect Total
Property $3.1 - $1.3 545
Gross Receipts 28 1.2 _ 4.0
Other 0.8 0.3 1.2
Total Local Taxes $6.8 $2.8 $9.6

State and Local Taxes $23.2 $9.0 $32.2
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Fiscal Impact of Capital Expenditures

-Capital expenditures generated an estimated $3.2 million of direct state taxes and $2.4 million
of indirect state taxes. Capital expenditures were assumed to be subject to the state gross
receipts tax at 5% and.a.local tax rate of 1.875%. However, all of the capital expenditures are
assumed to oceur in the Mesa del Sol Tax Increment Development District that diverts 75% of
the incremental tax revenue generated by projects within its boundaries to local districts. The
estimated gross receipts tax impact ofthe capital expenditures have been adjusted to remove
75% of the gross receipts impact and resilocate that amount to local districts. Alf other direct
tax and all indirect tax impacts were estimated based on the estimated incremental personal
income impacts and the historical ratio of tax collections to personal income.

As shown in Table 8, the capital expenditures are estimated to generate an additional $5.9 .
million of direct and $1.1 miltion of indirect local taxes. Capital expenditures generate $12.7

million of additional state and local taxes.

, Table 8
Fiscal Impact of Capital Expenditures ($mil)

State o Direct ___Indirect -Total
Gross Receipts 1.4 1.0 _ 25
Individual income 0.9 0.7 1.6
- Corporate Income 0.3 0.2 0.5
Other 0.6 0.5 11
Total s $3.2 $2.4 . 3586
Local Direct . Indirect Total
Property 506 $0.5 $1.2
Gross Receipts 5.1 0.5 56
Other 0.2 0.1 0.3
Total - $5.9 - $1.1 - $7.0
State and Local $9.1 . $3.6 $12.7
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Fiscal Impact of Film Tourism

As shown in Table 9, film tourism generated an estimated $12.0 million of direct state taxes and -
$3.9 million of indirect state taxes, resulting in $15.9 million of total additional state tax
collections. Film tourism also generated an estimated $7.0 million of direct local taxes and $2.8
million of indirect local taxes. Combined state and locai taxes increase by $25.7 million.

Table 9
Fiscal Impact of Film Tourism {$mil)

State Direct indirect Total
Gross Receipts $9.0 516 - §10.7
Individual Income 15 1.1 2.6
Corporate Income 0.4 0.3 0.7
Other 1.0 0.8 1.9
 Total State Taxes $12.0 $3.9 $159
Local Direct Indirect Total
Propety .= - $3.1 $1.3 $45

" Gross Receipts 3.0 1.2 4.0
Gther 0.8 03 1.4
Total Local Taxes $7.0 $2.8 $9.8
State and Local Taxes $18.9 $6.7 $25.7

New Mexico Public Return on Film Production Tax Credit Program

For the State of New Mexico, the pubiic’s return on investment in the film production tax credit
program can be measured by the revenue received through higher state taxes per dollar of state
expenditure on film tax credits. Additional taxes generated by the film tax credit occur in 2007
due to film productions and capital éxpenditures by film studios. The present discounted vaiue
of additional state taxes generated by higher film-related tourism épending in the 2008-2011

period is also included in the revenue impacts.

Table 10 presents the rate of return calculations if the present value of the future taxes related
to tourism are added to the revenue generated by 2007 film productions and capital investment
occurring in 2007. It should be noted that the estimates of the future tourism-related tax
révenues are based upon information from a single survey and incorporate projected film
tourism activity through 2011, For this reason, this component may be less reliable than the
impact estimates for the film production and construction impacts, ' S

14



Table 10
© 2007 State Return on Investment in Film Production Tax Credits Program,
including Film Production, Capital Investment and Tourism Activities

A. State fiscal impact from film production, capital inveétment, and tourism
($mil) . $44.1

B. Discounted 2008 value of state fitm tax credits accrued to 2007 {$mil) $47.1

C. State return on investment from 2007 and future tax revenues attributable to
2607 film productions {line A divided by line B) 0.54

D. State and local fiscal impact from film production, capital, investment and -

tourism ($mif) $70.5
E. State and local return on investment from 2007 and future tax revenues
attributable to 2007 film productions (line D divided by B) o 1.50

As shown on line A of Table 10, additional state taxes from the three components is estimated

to be $44.1 million. Gi_yen the $47.1 million cost of the credit in 2007 shown on line B, the state
.€arns $0.94 for each $1.00 of credits accryed during 2007. Taking into account the tax impact

of film tourism generated in 2008-201 1, local governments earn $0.56 for each $1.00 of film tax

credits. These additional local tax impacts bring the combined state and local return on
-investment to $1.50 (line E) for each $1.00 of state film tax credits.
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